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PREFACE 



The very term decentralization has presented something of an enigma 
to many persons vho have come into contact with it, those at the top 
management level vho have designed the organization structure, and those 
subordinates who operate within that structure. As is the rule there are 
reasons for as well as answers to the enigma. Diis paper has been developed 
to identify a sound meaning for a decentralized form of management and some 
of its uses and limitations with particular reference to its application to 
a large multiplant corporation. 



ii 



• Jf f, 



«- V if '-Ali €*t^i ’ - 1 ~ j ir-*^ ' 

'-*44 .-•’.t.'J .»• tff • >V>^ '<1 e.^*'t' c^>= *» >T» • ’( \Jir~ -i 

t TS I *tl ^ iTTtlrt i *T. ofr Wg ^JW i— ^ 

't • . ^ ti/i* '* .V- J 9ijigri* ‘ C n*' • L L 

•*#» T^ *1 4»iC «r. ^T i, ■"•t»4M %y «*• *c -,»* m-» 

^ >3> « I «a ~ 1^04 4 *•' 

I AT.’ W3 C? £^4C%->? . «, •J Cil ' 4X^4 **4i 4^1 3<> 



PEEFACE 



2ABLE OF COMTENTS 



Page 

ii 



C5xapter 

I. BACXGECUHD SHUATIOU 1 

Introduction 1 

Ibe Process of Delegation 4 

Terminology 
Delegation 
Besponsibility 
The Paradox 



II. FACTOES DETEH.1INIHG THE PPACTICAL EAIIGE OF 



DECEHTEALIZATIOII 9 

Size^ Itoher, end Location of Plants .......... 10 

I^ture of the Coss>any's Business 13 

Econoiziic Trends 13 

Political Trends 15 

Philosophy of Management 17 

Personality of the Chief Executive 19 

Type of Management Function 20 



Production 

Finance 

IDidustrial Belations 
Marketing 



III. CHABACTERISTICS OF THE GEHEEAL ELECTEIC CQlWAm 2k 

Explosive Grorth 2k 

A Solution 25 

The Organization 27 

Operating Managessent 
Service Management 
Executive Management 

How Does It Work? 28 



Operating 
Services 
Executives 
Essential Features 



iii 



i 






£ i 



^ - 1. • 



i*«xJ •« ■ > •'^' ^4 



\t < . vir ^ .if' ^ ^1 







»L » ' 



w » < 

i * ’ ( 

f 

- 



kikd 

4 » i* » 

Ua » M I » • 'J ^UJ • t- ' • I • « 









»j 



s% 



i 



^r, 



I i I 



17. m COHCLUSIDH 33 

and Practice 33 

0b;}ectioxLS to Decentralization 35 

BIBLIOGR&m 37 



Iv 



er - - 

% #• l^« «t •#'• t ^4 « 

. y • • • • « 4^ • r 

♦ 

r 




_ A1 





CHAPTER I 



MCKGROaUD SITUATIOH 
Introduction 

Changing opinions and attitudes are often revealed in the increased 
use of a word. What was once a sln^de descriptive tern may hecome a watch- 
word, fraught with emotion and value connotations. Such se&ms to have been 
the case with decentralized management. Decentralization has come to mean 
not just a movement away from centralization hut Improved industrial organi- 
zation, efficient operations, and forward-looking managenent. llore often 
than not it has been used to inply all-out decentralization, without differ- 
entiation in its particular application to different management functions. 
Goals frequently have been so broad as to make each plant completely autono- 
mous, or to make each plant manager act as if he were running his own busi- 
ness, even -though it has also been pointed out -that decentralization s-tated 
in extreme -terms is ridiculous and impracticable. 

Unfortunately -the tern "decentralization” is interpre-ted in a number 
of different ways, and -to avoid confusion it is inpor-tant -to recognize the 
particular sense in which the word is used. Re-wman s-tates that: 

... In connection wi-th administration, centralization 
(decentralization) may refer -to (1) departmen-talizing acti- 
vities, (2) location of ac-tual performance, or (3) the level 
in -the administrative hierarchy at which operating decisions 
exe made.^ 



William H. Hewman, Administrative Action (Rew York; 
Inc., 1951), P. 202. 
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It may "be necessary to expand the terse style of Hewman. The following 
■too\ights of Owens should guide us in the ri^t direction: 



Decentralization in the authority to make decisions repre- 
sents a middle covirse between local autonomy and centralization. 
It provides for central determination of basic policies, objec- 
tives, and programs and the vesting of authority in divisional 
executives for planning and decision making within the scope of 
the broader policies and objectives. Each divisional executive 
is given much authority to formulate policies for his division 
and to make decisions in carrying out company programs. Like- 
wise, executives working under the divisional executives may 
have considerable freedom in making decisions within the areas 
of their authority. However, the delegation of authority all 
the way down the line is not an essential feature of decentrali- 
zation.^ 



This study is primai-ily concerned with the real issue implied by the 
concept of decentralization, that is, who is to decide what is to be done. 

The organizational level at which operating decisions should be made is a 
recurring problem for most administrators. Traditionally, many of the early 
business writers described the average enterprise of their day as a one-man 
business, run by the owner-manager. The boss, usually a member of an owning 
family or the representative of a few large stockholders, set the day to day 
objectives of the conpany within the wider policy imposed by the board of 
directors . 

But today, even in closely held big conpanies, probleas are no longer 
that siE 3 >le. Management ideas that were once considered axiomatic seem more 
and more inadequate to the coniplexities of Ihe modem coimpamy, which makes 
many different products and markets them from New York to Hong Kong, or from 
Chicago to Timbukto. The history of modem corporate management is one of a 
steadily increasing search for ways of avoiding the bottleneck of one-man 
rule. The larger the company the more urgent is the pmblem of decentraliza- 
tion, for an increase in size increases the number and difficulties of 

2 

Richard N. Owens, Introduction to Business Policy (Homewood, 111. ; 
Richard D. Irwin, Inc., 1954), p. 13^* 
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decisions faced by top manegenient. However, size alone is not the prime con- 
sideration, for as Ernest Dale states: 

i| 

i .... it should be noted that the need for decentralization 

■ does not necessarily increase in proportion with size. Other fac- 

tors play an important role, such as complexity of operations, 

I variety of products, and geographic dispersal. !ilius a very large 

I company manufacturing a single, simple item might have less to 

I gain by decentralization than a considerably smaller company manu- 

i facturing diverse types of complex technical products which it 

! sells in diverse markets.^ 



Itecentralization is a subject which needs to be treated not only ^/ith 
respect because it is fundamental to company planning, but with realism be- 
cause it is of value only insofar as it is practical. Ihe selection of a 
sound pattern of decentralisation of authority is one of the 2 nost important 
aspects of corporate planning, ^fooney states the problem in this manner: 



Die division of a large industrial organization, like the 
division of an army, may be separated from the central authority. 
Die manager of this division must be "on his own" to a great ex- 
tent. He noist have freedom of action in oMer to operate effi- 
ciently. To a smaller degree, the salesman covering a territozy 
2 ust have some freedom in order to work with the greatest effect. 
At Idle same time, the salesman's freedom must coordinate with the 
plan of the division, and the freedom of the division manager 
with the general plan. 

Die pi'oblen, therefore, is to organize so that the relative 
freedom of action required by each shall be so conditioned that 
all operations will coordinate effectively ifith the general 
plans. The line and staff definitions of authority and cooardina- 
tion must be irorked out so that at each point in the delegated 
chain of line authority there is c(»irplete coordination with the 
general plan of the central control end at the same time, the 
freedom of action requisite for the greatest efficiency.^ 



; 3 

' Ernest Dale, Planning and Developing the Compyiy Organization Struc- 

|| ture (New York: Aneric^ '^^anagement Association, 1952), p. 9^. 

h / 

James D. ^fooney, The Principles of Organization (New York and London: 

Haiper & Brothers, Publishers, 19^7 )> P* 17^* 
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Bie Process of Delegation 

Decentralization refers to the nature of a particular company’s 
management* It lcg>lies the delegation of responsibility and authority from 
hi^er management to subordinates down the line. Baese are slippery concepts, 
so it is important to consider their meaning and how they fit into delegation. 



Terminology 

In order to avoid confusion, it is wise to define the teims coimronly 
used in describing planned organizations. According to Urwlck: 



Hhe first task in any such attempt is to define terms. 
Pour concepts are constantly recurring in discussion of 
organization. Ihey are: 

Duties : which are the activities which the Individual is 

required to perform by virtue of his membership in the or- 
ganization. 

Responsibility : which is accountability for the perform- 

ance of duties. 

Power : which is the ability to get things done: that is to 

say, it is a function of knowledge, skill and personal 
qpialities. 

Authority : which is the ri^t to require action of others. 

It may be 

(a) formal, i.e., conferred by the organisation; 

(b) technical, i.e., implicit in special knowledge 
or skill; or 

(c) personal, i.e., conferred by seniority or 
popularity. 5 



In a business organization it is the fornial type of authorii^ with 
which we are concerned, although of course there are degrees of the other two 
types encoxmtered in varying degrees in any organization. In discussing a 
business organization, it is unnecessary to make a detailed examination of 
the sources and limitations of the authority inherent in ownership. Urwick 
wrote of authority: 



5 

L. Urwick, The Elements of Administration (Hew York: Harper and 

Brothers, 1943), p. 
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It Is iKtposslble to conceive of the existence of organisa- 
j tlon at all unless some person or persons are in a position 

[ ”to require action of others." The source of that authority 

I is not significant in the study of organisation.^ 

I 

I The old concept of authority extending downward throu^ a corporation's hier- 
archy has been drastically modified in recent years by the recognition of an 
upward type of authority. This is the basic authority possessed by all sub- 
ordinates by virtue of their freedom to obey or disobey orders from superiors 
in an organization. ^ his willingness to cooperate, a subordinate grants 
authority to his superior; if he refuses to obey, his superiors have no 

i 

authorily over him. Bxe uncooperative subordinate can, of course, be fired, 
but the firing tacitly acknowledges a failure in managerial authority. In 
any case, the power of upward authority is clearly responsible for most of 
I management's interest in human and industrial relations. During his discus- 
sion of the acceptance theory, Chester Barnard says: "There is no principle 

of executive conduct better established in good organizations than that orders 

•7 

will not be issued that cannot or will not be obeyed."' 

I Delegation 

i 

Authority almost inevitably means delegation. It is obviously impos- 
sible for anyone, no matter ha? gifted, to give every detailed order or to 
see to every accomplishment personally. This is illustrated by 1db.e often re- 
peated tale of the advice given to Moses by his father-in-law, Jethro. At the 
time Moses was engaged in the struggle to personally accomplish the Judging 
governing of all the people, Jethro advised Rioses to choose able men and 
delegate to them the ordinary matters. Thus, the scriptures tell us "the hard 
causes they brought unto Moses, but every small matter they Judged themselves.' 

6 

Ibid ., p. lj-5* 

^Chester I. Barnard, G3he Functions of the Executive (Ccmibridge, Mass.: 
Harvard University Press, 1951 )> P» 
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In dlBcussing the process of delegation Mooney states: 



Delegation laeans the conferring of a specified authority 
hy a higher authority. In its essence it involves a dual re- 
sponsihility. The one to vhom authority is delegated hecoioes 
responsihle to the superior for doing the ^oh, hut the superior 
remains responsihle for getting the Job done. Qiis principle 
of delegation is the center of all processes in formal organi- 
zation. ° 



Vdien we examine the process of delegation we find three relationships 



i 



exist. In the words of Ilewman they ore: 



1. The assignment of duties by an executive to his Immediate 
subordinates 3 



2. The granting of permission (authoritj'’) to make commitments, 
use resources, and tahe other actions necessary to perform 
the duties; 



3. The creation of an obligation (responsibility) on the part 
of each subordinate to the executive for the satisfactory 
performance of the duties. 9 



In a large organization there is a whole series of redelegations down 
I to the point where the job is to be done. Stockholders delegate their ri^ts 

I as owners to management. I4anagement assumes the authority to operate the 

I 

! organization and the responsibility to reply to the stockholders. This dele- 

I 

i gation of authority and assumption of responsibility are carried down throu^ 
the whole organization. 

Responsibility 

With these three aspects of delegation of authority in mind we can now 
consider the vital issue of responsibility. There is considerable difference 
of opinion among writers in the field of administration as to the proper re- 

I 

lationship of authority to responsibility. The correct description of this 

I I cardinal point is well caressed by Koontz and 0* Pennell: 

8 

I °Meoney, op. cit ., p. I7. 

^Newman, op. clt ., p. I66. 
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De^ite the iioportance of authority, managers tend — ^perhaps 
hecause of its connotations of power— to avoid \xsing the word. 
HiUE, sutoi*dinates are spoken of as having responsihility dele- 
gated to them, even though it is authority, rather than respon- 
sihility, that is delegated. For as will he seen later, the es- 
sence of responsibility is obligation, the obligation to use 
authority to perform duties. Similarly, one hears of managers 
being assigned responsibility, when what is raeant is that the 
manager is assigned tasks, or duties, or thiijgs to do. The 
semantics of these misused terms may be clarified by noting that 
managers have authority (power or the ri^t to command) delegated 
to them, responsibility exacted from them, duties (or tasks) 
assigned them. 

Hesponsibility is one of the most misunderstood terms in the 
literature of management. It is common to hear and read about 
"delegating responsibilities," "holding a person responsible," 
"discharging responsibility," and "carry out a responsibility." 
Responsibility is variously used to mean duty, activity, or, as 
has already been noted, authority. 

The Meaning of Responsibility .— Viewed internally ^d.th 
respect to the*^ enterprise, responsibility may be defined as the 
obligation of a subordinate, to whoa a superior has assigned a 
duty, to perform the service required. *216 essence of responsi- 
bility is, then, obligation. It has no meaning except as it is 
applied to a person. A building, a machine, or an animal cannot 
be held responsible. 

Responsibility thus arises from the superior-subordinate re- 
lationship, from the fact that someone (in the case under discus- 
sion, a manager) has the authority to require specified services 
from another person ... .10 



Delegation does not transfer final responsibility. The subordinate, who heis 
been given a ^ob, is responsible for performance, and the superior is I’espon- 
sible for the results. The chain of correlated responsibilities is therefore 
linked frcrni the chief executive, who has over-all responsibility, down throxi^ 
the organization. 

The process of delegation and the principle of responsibility go hand 

in hand. According to Urwick, "the responsibility of higher authority for the 

..11 

acts of subordinates is absolute. 

^^Haroid Koontz and Cyril O'Donnell, Principles of Management (ifew 
York: McGraw-Hill Book Company, Inc., 1955 )# pp. w, 

"*^rwick, op. cit ., p. 50. 
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!Ebe Paradox 

Since responsibility still rests at the level froia which the delega- 
tion was laade, the sxaperior retains some control and direction of a delegated 
function. Qhe subordinate usually feels he should inform his superior about 
what he is doing and secure approval for it. Carried too far this dependence 
upon a superior can nullify the effectiveness of delegation. 

At the same time the superior is constantly evaluating the performance 
of his subordinates. From such evaluation comes promotion, salary increases, 
or censure. Inevitably, the revrards and punishments of any organization are 
controlled by those of superior rank. Subordinates may bend their efforts 
toward pleasing the boss and thus become yes-men. Robert Dubin highli^ts 
the paradox of delegation in this way: 



In a real sense, then, there is built into the very structure 
of authority in an organization the conditions making for critical 
and fault-finding relations with subordinates. 

At the same time, there is built into an organization a sub- 
servience to superiors arising from the structure of authority. 

Biese two conditions of organizations often give rise to con- 
siderable strain on personnel. The iateimediate subordinate tends 
to be driving with respect to his own subordinates and fawning 
with respect to his superiors; the personnel in the middle levels 
of administration behave in mutually contradictory ways at the 
same time.^^ 



12 , 



"Itobert Dubin, Human Relations in Adm^istration, Tbe Sociology of 
Organization (Kw York: “Prentice-Hall, Inc. , 195^)# P» 273. 
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CHAPTER II 



FACTORS DETERmUKG THE PRACTICAL RATOE 
OF DECEIITRALIZATIOri 



j Management's desire for more delegation of decision making is based 

to a large extent on a dislike for over- centralization and a search for im- 
proved structure and administration in increasingly complex industrial organi- 
zations. Central decisions that fail to take into account variations in local 
needs or customs have sometimes been ignored by local management. Recognition 
of this and other limitations undoubtedly has been an Important factor in the 
recent interest in decentralization, since the move away from centralization 
has been initiated from the top rather than from lover echelons seeking more 
re spons ibility . 

Biere are no slarole formulae to apply to the questions of decentrali- 
zation. A high degree of centralization may be most effective in a small con- 
cern, whereas it may result in serious ineffectiveness in a large corporation. 
As Henri Fayol pointed out: 



Centralization, like division of labor, is one of the laws of 
nature. . . . Centralization is not a system of administration, 
which is good or bad in Itself, and can be adopted or discarded 
at will; it is always present to some extent, so that the question 
of centralization or decentralization is sirply one of degree--The 
problem is to find out what is 1116 best degree of centralization 
for a given undertaking. 



^%enrl Foyol, Tridustrial and General Administration (ijew York: 
Pitman Publishing Corp., 19^9), P* 27* 
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Many variable factors determine the practical extent of how mch decentrali- 
zation of authority should be en^loyed. Ihe company that seeks to delegate 
re^onsibility and authority from higher management to subordinates down the 
line must be alert to these factors and their changing impact upon one 
aiKJther. It is proposed to discuss only the most iioportant, iMlda are: 

1. Size, number, and location of plants. 

2. Nature of the company’s business. 

3 . Economic trends . 

4. Political trends. 

5 . Ihe philosophy of management. 

6. Personality of the chief executive. 

7* of management function. 

Size, Itober, and Location of Plants 

Decentralization is most commonly practiced where a company’s plants 
and, sales activities are Trildely scattered geographically, or where tlie cospany 
has a number of different products which have dissimilar sales and manufac- 
turing problems. However, where the nature of opemtions and work load penait 
it is sometimes possible to practice decentralization on a limited scale 
within a single plant or office. 

The Isirger the size of the company, and the more numerous the de- 
cisions to be made, the longer it will take to make decisions at the top 
echelon where they accumulate. Ihe managerial gap betireen top executive 
leadership and the level of operations increases. Top management can acquire 
less and less by persorial direction and supervision — ^the information and under-' 
s-tending that are required for soimd, detailed decisions covering problems on 
lower levels. Decentralization reduces the size of the decision-making luait 
to the lowest competent level, which means as close as possible to the action 
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level. Certain advantages may accrue to the company that follovs this pro- 
cedure. They are, in the words of Dale; 



Escecutlves ^yill he nearer to the point of desision-mahlng . 
Delays of decisions, caused by the necessity of chcckii^g with head- 
quarters ajad/or top officials, are reduced by managerial decentrali- 
zation. Since people on the spot Icnow usually more about the fac- 
tors involved in the decisions than those further removed (by 
physical distance and authority), and since speedy decisions may 
often be essentiaD. (competitors may move in otherwise), such a 
delegation of decision-malcing is advantageous. It also saves the 
considerable e:^enditure of time and money involved in communica- 
tion and consultation before the decision is made. These savings 
may inczrease as the geographical dispersion, and the volume of 
CQEipany activities increases .... 

b. Efficiency may be Increased because tliei'‘e may be a better 
utilization of the time and ability of executives , some of whom 
may formerly liave shunned responsibility as mdi as possible, 

"going to headquarters" automatically, as soon as any problems 
came 

c. The quality of decisions is likely to improve as their 
magnitude and complexity are reduced, end as major executives con- 
centrate on the most ia^Jortant decisions. As General Eisenhower 
points out "full concentration on the chief problem at hand maltes 
it possible to solve it; the details should be handled lower down 
the line. I never fired a roan for delegating responsibility, but 
I did fire men who held tlie reins too tight and irritated others 
by their preoccupation with minutiae." 

d. Oie amount and expense of paperwork by headquarters staff 
may be considerebly reduced by delegating decision-malcing . For 
exaE5>le, in a medium-sized company the regional managers formerly 
had to check most of their major decisions with headquarters. It 
took from 10 to 30 days before a decision was obtained. The trans- 
fer of a clei'k from one division of regional headqiiarters to 
another required eight signatuies. Eow only iiiree are needed — all 
from the regional headqua2rters . As an over-all result, headquarters 
staffs have been cut considerably. 

e . The expense of coordination may be reduced because of the 
greater autonomy of decision-making . This requires the establish- 
ment of a clear-cut framework of general company policy within which 
the subsidiary units can malte their decisions. For exainple, at 
Sears, Roebuck and Co. -tliG establishment of such a policy has re- 
sxolted in a considerable reduction of the coordinating staff, with 
greater freedom of action of the individual stores. Soars, Roebuck 
has eirphasized adaptability and ability to carry out sinple pro- 
cedures worked out at headquarters. In this way risks are consider- 
ably reduced. A store manager cannot go far i/rong on merchandise 
selection, for example, because this is dene for tlie nsost part by 
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top experts at the head office. All he has to do is a good 
selling job, for \rtiich he has the laost incentive. 

By the same token, a reduction in the size of the decision-iuaking unit may 
create certain disadvantages. They are: 

1. A lack of unifoimlty of decisions may exist .— It is obvious that 
if decisions are being made on the lowest possible level, they are 
to be made by different people who will be at different locations. 
Ihe elimination of a possible hapact on one plant of decisions 
made in another requires coordination and control in a firm whose 
plants are decentralized. In meeting the need for coordination, 
top management has relied upon various means of <»mmunication, but 
has placed its greatest reliance upon infonaal methods with par- 
ticular emphasis on personal contact and consultation with hi^er 
authority. 

2. Inadequate use of staff personnel .— Perhaps the most important 
aspect of the organizational structure affecting the level of deci- 
sion-malcing is the creation of staff experts at high levels in both 
the headquarters and the plant. With decentralization, men in -Uie 
field may feel they no longer need to utilize headquarters* advice. 
They laay ignore advice they consider unwarranted. The headquarters 
staff may be only partly utilized and its effectiveness will be 
impaired. Helen Balcer, associate director of Princeton's Indus- 
trial Itelations Section, states: 

As the situation exists, the divisional industrial re- 
lations managers do not always refer problems to the cor- 
porate staff which they should. In some cases the corporate 
staff hears only indirectly about action, which the 

ill. 

Dale, op. cit .j pp. 111-112. 
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corporation staff considers poor industrial relations, 
taJsen \rj plant or divisional industrial relations 

personnel. ^5 

3* Lack of trained personnel .— ’Decentralization may "be expensive and in- 
effective vhen a wide geographical dispersion of activities requires 
x’emote control. Biis is particularly true when personnel with 
limited ability must operate without benefit of direct personal 
supervision. Great care should be exercised in the selection, 
training and development of personnel. Decentralized operations 
require subordinate personnel to understand clearly and conpletely 
the functions for which they are responsible, and their requirements. 
Bie gradual allocation of additional responsibilities and periodic 
appraisals on performance are vital steps for success. 

Nature of the Company’s Business 

Uie history of many big conpanies has been one of uncontrolled growth 
to the point where the muscles seem to lose contact with the central nervous 
system. Ihe conditions which must be taken into account to ensure the sur- 
vival and prosperity of a particular organization have become increasingly 
conplex. Even if one is inclined to ^oin in the modern emphasis on decen- 
tralization, there still I’emain a number of factors peculiar to the individual 
company which must be considered in planning the pattern cf decentralization. 

Hhe rate of growth . — 3ie chief executive who is faced with heavy 
desnands on his time is often forced to delegate many of his decisions. Bae 
activities of the large company comprising everything from, the efficiency of 
current production and distribution to complex calculations about levels of 
production, prices and wages, are clearly too vast and intricate for one man 
to keep in his mind . In the process of adjusting the duties of each executive 
to a reasonable workload, the degree of decentralization is of prime importancei 

15Helen Baker and Eobert E. France, Centralization and Decentraliza- 
tion in Industrial Belatlpns (Princeton, N.J. ; inoustriai iteiations tseccion 
Frinceton university, xyii4), p. 40 . 
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Geographical dispersion . — "If a company otras several plants located 

in different parts of the country, decentralization may he both feasible and 
l6 

desirable." Such dispersion of some of the plants may be required because 
of the need for proximity to sources of raw materials, or proximity to labor 
and customers. Living conditions for employees are often better in small 
communities, idaereas large centralized operations tend to make huge cojnmu- 
nities with their resultant living p3:t)blems. 

Divers if 1 cation . - -A high degree of decentralization is justified 
where conditions of production vary so much that important decisions must be 
made at frequent intervals, as in coal mini33g and building. Ageiin, if each 
plant malies a different product, decentralization would be more economical. 
But as Owens says: 



More centralization is required if all plants make similar 
products, as glass containers, shirts, shoes, or tin cans, be- 
cause production schedules must be centrally controlled, and 
planned production must be allocated to the different xmits. 
Decentralization is also raore easily effected in a company that 
is organized on territorial lines, such as a chain of retail 
stores. 



Ihe General Electric Coroany practices decentralization to a hi^ 
degree because of the nature of its products. Ealph J. Cordiner, who became 
presidexit of the coinpany in 1950, states that: 



One brave soxil ventured the estimate that General Electric manu- 
factures 200,000 sei?arate products, end it is a statistical fact 
that the Conpany lists more than 3 million catalog numbers to differ- 
entiate various sizes, shapes, and ratings. As far as booldceeping is 
concerned, separate operating records are kept today on about 350 lines 
of products, and there are nearly 100 product -manufactui'ing operating 
departments [on the average, each one of the departments is equivalent 
to a $30 to $40 million company], as well as numerous distributing and 
selling departments.^^ 



16 , 
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Ovrens, op. cit ., p. I38. 



Ibid. 



Ralph J. Cordiner, Ifew Frontiers For Professional Managers (New Yoris 
McGraw-Hill Book Oo., Inc., I95h)> P* 
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Eco33omlc Trsxids 

Acccuipanyliig the phenomesal growth of modem industry in this country 
has heen a rise in the living standards of all classes. In most cases large* 
scale production has led to both Increased wages and lower unit costs. !!3ie 
resulting increased consxnner demand has required hi^er production quotas, 
thus leading to an ever-expanding circle of supply and demand. !!Ms expan- 
sion of activity tends to lead to decentralization. Dale states: 



a. Expansion of husiness activity . Bie eiqpansion of coo®any 
activities, hecsuse of tlie general upward movement of the 'business 
cycle or the con^pany’s own long-term growth, tends to lead to decen- 
tralization. For the rise in activity increases the number of de- 
cisions with no direct effect on the decision-jaaltlng capaci'ty of top 
management. Paralleling company e:iq>ansion, there tends to 'be con- 
tinuing delegation of the less Inportant decisions. 

b. Decline of competition . Ciere is a tendency to decentralize 
as the degree of competition is reduced and the company dominates 
particular markets, for this is usually accompanied by an increase 
in cocpany size. Further, the increase in company security and 
prosperity say make "experimentation" more feasible — and decentrali- 
zation is often regarded in just that li^t* 

Eie reverse tendencies may be noted in times of business 
decline and as competition 'becotoes sharper. tDop e:»cutlves tend to 
feel that their personal influence end experience are especially 
needed in such emergencies. As a result, centralized controls are 
Inposed to obtain cost reductions, iiniform standards, improved 
methods of operation, fewer mistakes, checks on expenditure and 
follow-ups on execution. Staff specialist positions created to 
provide staff services to local branches are often cut in times 
of depression. Qbus maty organizations revert gradually to cen- 
tralization in periods of retrenchment. Exaaples can be cited of 
many conpanies that alteinately centralize and decentralize with 
depression and prosperity. 



Political Trends 

"Curse of Bigness."— To many persons bigness itself is unattractive 
and there can "be no doubt that size does create problems. In the polity of de-- 
centralization, the large corporation has a means to overcoas the functional 
disadvantages of bigness. Tbus the trend in corporate policy to avoid heavy 

ig 

'^Dale, op. cit ., p. U5» 
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concentration in one particulox geogirasiiical area. Ittls policy was laotivated 

Ijy the fear of the political repercussions -vdien local plants were forced to 

inoke heavy eniployment cutbacks. Dale cites the General Electric Company 

which "limits its employment in any one community to a certain percentage of 

20 

the «Bg?loyable population." 

Another motive in escaping bigness is to avoid antitrust legislatuz'e 
and labor relations problems. With the rise of organised labor and its 
political contacts with ^vemmental agencies, xsanagements ' probleajs in this 
field have grown. Ohe expansion of business concerns into units so large as 
to mlnlmlge the personal touch with tho worker is another cause of friction. 
In trying to solve this problem, mai^ companies split up and move parts of 
their large plants to other locations. Hodges says: 



©le ^Ivarla company decentralised production in a number of 
small scattered pleats, all but five of which have fewer than on® 
thousand enployees. 5he smallest plant employs 230, and the 
largest about 2900. The inprov^nsnts reported are more flexi- 
bility in operatioi^s, better ^iployee laorale and community rela- 
tions, and superior executive development becmise of more inde- 
pendence of action. In the labor field, imnagers of the small 
plants are closer to the workers than was possible \mder the 
foimer centralized operations and management.^ 



* 

Pear of war .— Fear of enemy attack is leading to plant dispe^-sal, 
largely in heavy goods production, but also in the dispersal of top aasHgo- 
ment personnel. For the most part, plant dispersal is a natter of corporate 
policy. However, the possibility of destruction by besmbing is a mttsr of 
grave concern for reasons of national defease. Owens says; 

Dispersal of facilities of production affects public policy 
in many ways. The problems have been greatly intensified as a 
result of the developiient of atomic bmbs and guided missiles. 



^^enry C. Hodges, Management (Boston, Mass. ; Houghton Mifflin 
Company, 195^), p. 55 • 
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althOTi^^ some aspects of tbe problem go back many years. Military 
strategy has always bad as om objective the destructlOQ of the 
enemy's source of st^Ues or cutting the lines of comaunicatlon 
between the armed forces and the areas from which he drew his food^ 
water ^ end munitions, ^e more production was concentrated within 
a limited area, the more easily was the objective achieved. . . . 

. . . The atomic bomb was perfected too late in World War II 
to cause serious consideration of problems of dispersal, although 
the threat of ei^my air raids affected much of the governmental 
planning. The hope that an era of peace might follow the termina- 
tion of hostilities and the establishment of the United nations 
caused a minimum of attention to be given to dispersal. The con- 
tinuing "cold war" after 1946 and the explosion of the first 
atomic bomb by the Rissians in 1949 required that the government 
review its policies on plant location. In August, 1951> President 
Truman issued a statement entitled "An Industrial Sicpersal Policy" 
whidx contained recommeaiations concerning the location of new 
plants and possible moving of existing plants. . . . 

. . . According %o recomtexudiod plans of dispersal, corpora- 
tions would be encouraged or required to locate their new plants 
in remote areas and. to move existing plants away from the highly 
congested industrial centers. I^comciended locations would be the 
smaller communities, particularly in the South, Middle West, or 
Southwest. Biis plan, it is hoped, would provide sources of supply 
to meet militarj'’ and civilian needs even thou^i some industrial 
centers might be destroyed. Channels of communication would cot be 
overloaded. If hostilities are avoided, dispersal would have the 
advantage of utilizing labor in different sections of the country, 
pai*ticularly if plants can be located in certain «u:eas previously 
designated as being depressed, such as communities seriously 
affected by the shift from coal to oil and gas for heating and to 
diesel engines or electric motors for power. Other depressed areas 
have been the towns and cities affected by shifts in shoe, textile, 
and lumber industries. Social gains would be achieved thiou^ the 
lessened loss of human life, the smaller destruction of property, 
and possibly the slspler modes of living in smaller coimBunities. 

e • # 

. . . Since the govenament is an irportant purchaser from pzri- 
vate industry, it can make dispersal a requirement in letting con- 
tracts for the purchase of military and other supplies and equipment. 
If a company would be required to build new facilities to fill re- 
quirements for production, the government may refuse to give a con- 
tract that would cause the contractor to or enlarge facilities 

in an area already regarded as congested. 



Philosojhy of Management 

Apart from these very real problems, there always remains the philos- 
ophy of top management which must be considered. Over the years an increas- 
ing number of coxopanies have eidopted decentralization of decision-making as 



‘^Richaini D. Owens, Business Management and Public Policy (Homewood, 
m.: Richard D. Irwin, Inc., l95^)> PP» 216-2^. 
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a basic zoethod of orgzuzlzatloa. These comipaples include very large units 
like General Itotors, General Electric> and. others, aM nediuB'large companies 
such as l^lvania Electric Products, and American Brake Shoe Cozi^any* The 
philosoid^ of these financially successful companies has done much to con- 
vince other executives that decentralization may assist the economic position 
of their companies. !]yplcal of this thinking is the statement of General 
Bobert S. Wood, Chaizmn of the Board of Sears, Roebuck and Oonpany: 



We complain about government in business, ve stress the 
advantages of the free enterprise system, ve complain about 
the totalitarian state, but in our industrial organization, 
in our striving for efficiency, ve have created more or less 
of a totalitarian organization in industry — particularly in 
large industry. The problem of retaining efficiency and 
discipline in these large organizations aaad yet allowing our 
people to ezgpress thesoselves, to exercise initiative and to 
have some voice in the affairs cf the organization is the po 
greatest problem for large industrial organizations to solve. 



Most big coopany executives are now avare that hi^ wages and bene- 
fits, l^portaat as they are, do not alone stimulate cooperation. The nev 
concept is to treat enployees as separate, human personalities, and to 
organize them into small compact teams in which they can feel creatively at 
home. This is a radical departure from the "scientific management" concept 
of Frederick Taylor. Such a line of thou^t is corroborated by the vords of 
John Chasiberlain: 



The big break from the notion that workers are machines came 
when ELton ^SzyD discovered that the efficiency of men was bound 
up not so much with mechanical simplicity of motion as with their 
feeling that they were embarked on team projects in pleasant asso- 
ciation with other men. ^Sayo showed by experiment that men worked 
more effectively when they had a hand in following something 
through from beginning to end. 

The Mayo studies had nothing to do with divisionalization as 
such. But if the smaller team was more efficient than fragmezated, 



23 

Quoted in Boris EBmt and John E. JUeck, Catalogues aM CoTUi^rs — 
A History of Sears j Itoebuck and Compaay (Chicago, lU« : U^versi-ty of (Siica^ 
Press, I95O), p. 37i» 
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isolated sien within a given factory, it was only logical to suppose 
that a big company would do better if it were sp^t into divisions 
according to region, product or custorasr-appeal.^^ 

lEhis new philosophy of top xnanagestent believes decentralization 
affords a better opportunity for all-around executive developoent because the 
small decision-asking tinlt provides training for leadership and initiative. 
Multiple Management, Baadiing Out in Management and Group Managai^nt all stem 
from the new belief in executive development throxagh participation. 

Personality of the Chief Executive 

Hodges says that "the organization structure must be built around 

25 

distinct and dissimilar activities, and not arotuod individuals." Many 
oihier organization authorities deny that personality should be taken into 
account in establishing the structure of the enterprise. It would be a grave 
error not to pay close attention to the engineering aspects of organization 
and its principles. But it would be an eqjually grave error to imagim that 
the personality of the chief executive is not a prime factor in determining 
the degree of decentralization. The following comment of Alvin Brown is 
worthy of note; 



Organization is often more honored on paper than in Practice. 
On paper, where the problem of organization has been deliberately 
addressed, it may have been dealt with according to principles; 
yet when the document is c<xaplete it is all too likely to pass 
from consciousness, leaving the daily work of administration un- 
policed by its prudent requirements and limitations. It becomes 
doctrine professed but ignored. . . . The clue to ^actual organi za- 
tlon must be foxind in the action of its members. 2° 



Iformally, the chief executive is the dominating personality in any 
enterprise; therefore, the role he ploys will have a definite bearing on the 



2h 

John Chamberlain, "Efficient Business," Wall Street Journal , Jan- 
uary 7, 1957. 

25 

Hodges, op. cit .j p. 122. 

26 

Alvin Brown, Organization — A Foraulatloa of Principle (iJew York: 
Hibbert Printing Ocaapany, 1^5), P* ' 
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pattern of decentralization. What he does and the decisions he makes depend 
in part \ipon the kind of leader he is and the t^rpe of organization vithln 
■which he operates. Alford and Beat'fcy classify leaders ia-fco six •fcyp«s: 

1* Intellactualj ■who gains foUovers -bhrovi^ his recognized 
ahility in specialized functional fields. 

2. Insti'tarfcional , ■who leads because of the prestige of his 
position (also referred to as "positional”). 

3. DenoocratiC f vho obtains follover loyal-ty by catering to 
•tke majority desires of his group. 

Au'fcocratic , •who leads -through domination and drive. 

3. Persuasive < -who engenders coopezation throu^ a likeable 
personality. 

6. C^ative > \Ao inspires others wi-th ideas, and stimulates 
theia -to emulation.^ 

Probably no leader falls exclusively into any one category. However, -the 
combination of persuasive and democratic leadership charac-teristlcs -would 
rank high in -those corporations practicing decentralization. 

Sype of Management Function 

Finally, -the degree of decentralization depends on -the na-ture of -the 
management function concerned. Decen-ferallzation -will not apply to all func- 
tions in -the sane degree. Scaaetljaes -the need for speedy local decisions will 
be a dominant consideration, and at o-ther times the need for close a>ordina- 
tion will limit the degree of decentralization possible. It is difficult -to 
generalize on -this aspect because -the nature and ieportance of management 
functions and of -their relationship to one ano-ther vaj^ from company to 
coijpany. Unfortunately, we cannot atteapt -to analyze in so short a space 
-the degree of decentralization as it pertains -to ell functions of management. 
We must confine ourselves to certain key functions, as follows: 

27 

‘L. P. Alford and E. R. Beatty, Principles of Industrial Management 
(Bsv. ed. Eew York: lie B^nald Press CJoapany, 19$1), pp. Hl-HTu 
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Prodactlon 

Usually the production function is the first to he decentralized and 
the degree of delegation increases as the scale of production widens* Ifetny of 
the large corporations divide their operations into product divisions. Co- 
ordination is maintained through the operating budget, through controls over 
production results and throu^ the activities of a vice president in charge of 
nanujftic taring &nd/or committee management* Herrymon Maurer cites the duFont 
Oocpany in this manner: 



* . * Du Pont, tiierefore, began forecasting not only sales and 
profits but also working capital needs, cash requirements, and 
capital ej^penditures * In effect, it began determining ahead of 
time what the balance sheet and the income account should be for 
the year to come and for a nunber of subseq.uent yea3rs* To emphasize 
the responsibility of the department and division executives, duPont 
worked out a bonus system based on performance. To check perform- 
ance, the top command was turned into ^board of review end other 
executives into a staff of counselors. 28 



Finance 



ihithority in financial policies is seldom delegated belcnf the top 
echelons of a corporation. Biis seems to be the rule even where a general 
policy of decentralization exists. Ftor exacrole, "when there are geographic- 
ally scattered plants, the division controller is usually under the direct 

I 

supervision of the corporate controller at headoaarters. 2ie reasons for 
centralized control of financial policies are summarized by Dale: 



. . . Because the fundamental objective of almost every coDipany 
is financial, a single decision at the financisl pollcy-maliing level 
can spell the difference between survival and failure. For this 
reason, and because top management regularly uses various types of 
financial reports to check on the effectiveness of its operations, 
the finance function is accorded a hi^ place within the coapany, 
and only rarely are any but the routine aspects of the function 
decentralized. In vie^f of the hig^ degree of centralization of 



28 

Herrymon Usurer, Great Ente:^rise---Growth and Behavior of the 
Oorporation (Hew York: She Ma'ritrrt'llan Company, pp* 
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the finance function, even in cor^anies which are otherwise 
widely decentralized, the (jaestlon arises as to how such lee- 
way Is afforded local nanagers In nahing capital expenditures, 
la many co^i^anies, capital expenditure schedules are laid down in 
central policy statements, specifying the sums idiich different 
nenibers of the manasoment hierarchy are permitted to spend with- 
out requesting special permission. Bie capital expenditures vary 
to some extent in different coixpaales, hut in general they are 
limited to relatively ssall (sacunts. 

Budgeting, as irl^t he e:q>ected, is almost always centrally 
controlled. Die various divisions make up hudgets at regular 
inteivals, for review and approval hy top manag^aent. Often 
the detailed items of expenditure -wil l have to he approved in- 
dividually once more hy the top officials. 

Decisions regarding the raising of capital and sources of 
funds as well as the payment of dlvideads are usually made "tyoo 
tlxe Board of Directors or the Executive or Finance Oomalttee.*^ 



Industrial Hslations 

Plant managers may he granted wide latitude on hiring, firing, and 
recreation programs. But it should he noted that e’^en in highly decentral- 
ized companies major decisions of the industrial relations function teiid to 
he hi^ily centralized. Helen Baker lists the folloiTlng alms and conditions 
that require centralization of this function: 



(1) Do insure that Industrial matters receive the attention they 
should have throu^^ut a corporation, tlie center of outJiority 
must he near the top. Important decisions should he made hy 
executives responsible for the corporation as a whole, and 
the central industrial relations staff should he in a position 
to advise top management as well as its operating divisions. 

(2) Unifomnity of industrial relations policies and their appli- 
cation is needed to give aaployees a sense of being treated 
fairly. When provisions of a multiplaat labor contract are 
involved, unifona interpretation is essential. Sven \dien a 
ooepaiy has contracts vitb several unions, or none, tmifomlty 
is desirable except for instances in which local custom may be 
of controlling interest to the eaployees of a given plant. 

(3) Aside from the question of uniformity, centr*al clearance of 
inhistrdal relations decisiens made by local managers is essential 
to avoid unexpected repercussions in other plants. Decisions in 
one division often have an iiapact on the same or even an unrelated 
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activity in another division hocauso of a comblriation of 
circumstances that is visible only to someone acquainted 
with both units of operation. 

(h) Sudden changes in labor relations require quick decisions by 
laanagecoent. Greater flezlbility is insured when decisions 
are made by a few officers who have frequent informal con- 
tacts. 

(5) Labor legislation and. government intervention in labor 
relations requii*e central edministratiou or control to 
insure maintenance of legal standards and adequate legal 
counsel throughout the corporation. 

(6) As a matter of economy, certain special staff services 
(such as legal and awituarial advice) are located only in 
the head office. 

(7) Plant managers and supervisors find it more of a ’’mental 
strain*’ to malce decisions in labor and personnel relations 
than in technical iiiatters. Even when nominally responsible 
for industrial relations in his vuait of operations, the 
plant manager or supervisor likes to be able to "clear" 
with the industrial relations manager or a higher l±ne 
executive before maJclng any but the most minor decisions."^ 



^Sarketlnc 

Delegation of decision-making in sales policy is more widespread 
than in any other business function. Selling must usually be done in the 
field and customers are often scattei’ed. Bierefore, the sales approach can- 
not be rigidly prescribed by corporate headquarters. Stop management may 
maintain close coordination through a vice pi-esident la chaige of sales who 
fonaulates general selling policies, through a central market research depart- 
ment, and by centralization of advertising at headquarters. 



^^Baker, op. cit ., pp. 32-33. 
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CHAFEER III 



CHARACTERISTICS OF THE GENERAL ELECTRIC COMPAHI 
Ei^jlosive GroTfth 

The larger the Imslness^the laore diversified its operations^ the core 
! urgent is the problem of decentralization, flhe difficulties begin vhen one 
is dctemiining hov far to decentralize^ hov to set up the orgaxilzatlon and 

I 

I hov to operate it vhen it is set up. In the preceding chapter ve applied 
various factors in order to determine how far to decentralize. Attention 
will next be given to the second major difficulty — how to set up the organi- 
zation. 

One of the impulses that led big companies to look to the efficiency 
of their systems of organization was their participation in World War II. To 
win the war it was essential to produce the most goods in the least time 
under the many pressures that existed. Without the war, the same kind of 
growth would have occurred but perhaps more slowly, since large companies 
were becoming larger in terms of muaber of plants, sales outlets, executives 
and employees. Purthenoore, they were diversifying the number of their 
products to insure future growth. Organizational efficiency wg® needed to 
cope with the problems caused by the rapid growth. 

A great postwar reorganization occurred at the General Electric 
Company, whose need for a new plan of organization is best explained by 
Ralph J. Cordiner, chief architect of the reorganization; 
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Up until 1939# the Oompany was able to operate efficiently 
tinder a highly centralized fom of manageaent. During World War 

however^ General Electric began a period of almost eigplosire 
growth tdiic^ caused Its managera to question whether it might not 
be necessary to evolve new techniques of organizing and managing 
the Company. 

From 1920 to 1939 f the Oon^any's sales volume had risen 
slowly from $200 million to $3^2 million a year. ^ 19^3> under 
the pressure of war production, it rose suddenly to $1,370,000,000 
a year— over a four-fold increase in four years. Postwar exper- 
ience and forecasts indicated that this was only the beginning of 
an opportunity for continuing, rapid growth in serving the nation’s 
demand for electrical and related products. The Company produced 
over $3 billion worth of goods and services last year; and if we 
do the Job we should do of satisfying customers, this figure may 
well rise — as the Ccwpany has publicly stated many times — to $6 
billion early in the 1960's. 

It is obvious that a Company with such growth characteristics, 
and operating on such a scale, requires a different managerial 
approach than the Company of the 1920's and '30* s. This was, of 
course, recognized by Gerard Svrope, who served as president during 
those decades ^en the fovindatlons for future growth were caare- 
fuUy laid, and Charles Wilson, the Ooiipany's president during 
the hectic, war- tom '40's. Under their leadership, I was asked 
to study the new problems of organizing and managing such a 
rapidly growing enterprise. 

From the beginning of the study, it was appamnt that the 
Coopany was going to reqjiire increasingly better planning, greater 
flexibility, and faster, more informed decisions than was possible 
under the highly centralized organization structure, which was 
suited for earlier and different conditions. Unless we could put 
the responsibility and authority for decision making closer in 
each case to the scene of the problon, ^ere conplete understand- 
ing and prompt action ere possible, the Company would !iot be able 
to conpete with the hundreds of nimble competitors who were, as 
they say, able to turn on a dime. 31 



A Solution 

Manj'’ people would solve the problems of manageaent of large enter- 
prises by reducing and dividing each into several small concerns which could 
be more easily managed. This would be self-defeating because it would lose 
to the public and to the enterprise many advantages inherent in large 
companies. Mr. Oordiner states these advantages to be: 



. . . the abill'ty to serve as a source of major innovations 
in the tuition’s economic life, creating new products, new in- 
dustries, new enployment, and new outlets for smaller businesses; 



31 

‘^Oordiner, op. cit ., pp. 44-46. 
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^ the ahlllty to energize the flov of mss production and mass 
dlstrlhutlonj and the ahillty to provide a hroad raiage of ad- 
vanced technical capacity in order to produce the more coa©lex 
products and systems of our times. 32 



In order to maintain the advantages of the large enterprise^ General 
Electric ludertook decentralization not only of products, geographic location 
and functions, hut in addition the actual authority for malcing decisions. The 
^lloBophy of General Electric further envisions that decentralization embraces 
the following ten elements: 



1. Decentralization places authority to make decisions at points 
as near as possible to where actions take place. 

2. Decentralization is likely to get best over-all results hy 
getting greatest and most directly applicable knowledge and most 
timely miderstanding actually into play on the greatest number of 
decisions. 

3. Decentralization will work if real authority is delegated; 

end not if details then have to be reported, or, worse yet, if they 
have to be ’’checked'' first. 

4. Decentralization requires confidence that associates in de- 
centralized positions will have the capacity to make so^md de- 
cisions in the majority of cases; and such confidence starts at 
the executive level. Unless the President and all the other 
Officers have a deep personal conviction and an active desire to 
decentralize full decision-making responsibility end authority, 
actual decentralization will never take place. The Officers must 
set an example in the art of full delegation. 

5. Decentralization requires understanding that the main role of 
staff or services is the rendering of assistance and advice to 
line operators through a relatively few e:q)erienced people, so 
that those making decisions can themselves make theai correctly. 

6. Decentralization requires realization that the natural 
aggregate of many individually sound decisions will be better 
for the business and for the public than centrally planned and 
controlled decisions. 

7* Decentralization rests on the need to have general business 
objectives, organization structure, relationships, policies, and 
measurements known, understood, and followed; but realizing that 
definition of policies does ix>t necessarily mean \miformity of 
methods of executing such policies in decentralized operations. 



32 



Ibid ., p. 4? 
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6. Decentralization can 1^6 achieved only vhen hi^er executives 
realize that authority genuinely delegated to lower echelons can- 
not, in fact, also he retained by them. We have, today. Officers 
and Managers vho still believe in decentralization down to them- 
selves and no further. paying lip-service to decentralization, 
but actually reviewing detailed work and decisions and continually 
"second-guessing" their associates, suda Officers keep their or- 
ganization in confusion and prevent the growth of self-reliant men. 

9. Decentralization will work only if responsibility commensurate 
with decision-making authori-ty is truly accepted and exercised at 
all levels. 

10. Decentralization requires personnel policies based on measured 
performance, enforced standards, rewards for good performance, and 
rffiaoval for incapacity or poor performance . 33 



Ihe Organization 

Under this philosophy of genuine decentralization a new organization 
structure was devised. It is essentially a three-part structure which care- 
fully distinguishes between the following distinct conrponents : 

Operating Management 

General Managers and Managers who are responsible and accountable for 
the successful conduct of their respecti’/e decentralised businesses within 
the framework of the coiapany's over-all policies and progrm. They carry out 
over-all company objectives, policies, plans and programs and themselves 
formulate and determine the goals and activities of their respective Operat- 
ing Components. 



Service Management 

Persons skilled in specialist functions and subfunctions who are 
ready and able to render expert technical service within the limits of their 
respective functions on a coupany-wide basis, as to all product divisions and 
departments. Baese men thus assist in the foimilation of over-all objectives, 
policies, plans and programs, and provide specialized functional service and 
recammendatiens as to how they are carried out. 

33 



Ibid ., pp. 50-52 
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Executlva Management 

A President, vlio is the Chief Executive Officer, and any senior 
officer \rfio assists him, detemines the Company's over-all objectives, 
leadership, planning, organizing and performance appraisals. 

How Does It Work? 

Operating 

In the operating area various related departments are grouped into a 
division headed by a general manager who considers matters conmran to the 
separate entities. These divisions in turn are organized into groups which 
are headed by executive vice-presidents. 

As the philosophy has indicated, the division general managers are 
chief executives of decentralized product operating businesses. To these 
men are delegated the management authority and accoimtability for operations 
which means deciding and taking action. They have i\xll authority to manage 
their respective businesses only to the extent that such authority is speci- 
fically abridged in writing, either by scope of authority limitations, or by 
over-all or functional compasiy policies. 

Under this concept the product divisions have their own product 
responsibility, their own markets, and their own natural autonomy, so that 
headquarters can correct unsatisfactory conditions by replacing the persons 
managing such a business but not by taking away their authority. 

Mr. Cordiner states; 



To deiaonstrate that the respoi^ibility, authority, and 
accountability of these Operating Departments is real, not 
window-dressing, consider their pricing authority. The price 
of a product can be raised or lowered by the managers of the 
Department producing it, "vrlth only voluntary responsibility 
on their part to give sensible consideration to the impact of 
such price changes on other Company products. . . . 

As further evidence of the freedom provided by decentrali- 
zation to the Operating Department, consider the fact that the 
operating budget of the General Electric Company is not a 
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docuiaent prepared by the Executive Offices in Mew York. It is an 
addition of the budgets prepared by the Operating Department General 
Managers, with the concurrence of the Division General Managers end 
Group Executives. Ihese budgets include planned sales volume, prod- 
uct development plans, expenditures for plant and equipment, market 
taurgets, turnover of investment, net earnings, projected organiza- 
tion structure, and other related items. 



Since they are better informed, they are authorized to make 
whatever prudent commitments they should on materials, and we have 
recently increased the approval authority of the Operating Depart- 
ment General Managers over capital expenditures so that they can, 
by their o\m decision, malce commitrcents up to $500,000.3^ 



The responsibility of the General Manager of an operating business under such 
a concept of management is inevitably broad and complex. He needs to be a 
thinker and to motivate others to act. 

Services 

In the service area, specialists in reseai'ch, manufacturing, marketing, 
accounting, and so on, are grouped into services divisions. It is the task of 
the services division manager to plan, organize, measure and integrate the 
work, people, and resources of his own functional component, as well as co- 
ordinating it as a component of the over-all organization. Cordiner says, 

"Biese services people have no authority \fhatsoever over the operating com- 

35 

ponents, except the authority of knowledge. Dictation is forbidden. 

Services divisions provide functional services to the president and 
the company as a whole, as required, and also as requested by operators at 
all levels and to other service divisions. Furthermore, they have the duly to 
appraise and review, in behalf of headquarters, the effectiveness, econosy, 
and efficiency of functional perfornsance in their respective functional fields, 
and to make constructive recommendations through channels. Within General 
Electric's oi^anization structure the functional services officers play an 
important role in i-esearch and long-range planning. 

^ ^Ibld . , pp. 5^-61 

^ ^Ibld ., p. 64. 
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Thus, the enjihasis in Service functional work is on the 
future; anticipating future opportunities and future prohlems, 
so that when they arrive General E3^ctric will have the personnel 
and knowledge ready to ineet thea unsurprised. 3° 



Executives 

Bie "Executive Office" of General Electric is best explained by 
Mr. Cordiner when he says: 



Leadership and long-range planning for the Oonpany as a whole 
coristitute the Executive classification of work in the Company 
structure. To understand this Executive aspect of the General 
Electric organization, it is iaportant to Tinderstand two unusual 
organizational devices: Bie President’s Office and The Executive 

Office. 

The President’s Office is a group of Executives who share the 
\Tork of the President. In addition to the President, it includes 
the Chairman of the Board, and five Executive Vice Presidents. 

The Chairman of the Board, in addition to the duties assigned him 
directly by the Board, represents the President in such areas as 
financial affairs, public and governmental liaison, and inter- 
national matters, and each of the Escecutive Vice Presidents repre- 
sents the President in relationships with a specific group of 
Operating Divisions. This unique organizational device was created 
in recognition of the fact that no one man would have the time and 
knowledge required to provide effective Executive leadership for 
the variety of businesses in a Company as large and as diversified 
as General Electric. Thus each Executive Vice President serves as 
the President in a defined Operating area, without in any sense 
relieving the President of the \iltlmate responsibility placed upon 
him by the Board of Directors for the success of the enterprise 
as a whole. 

T3ie Executive Vice Presidents, in General Electric, are true 
Executives. ®xat is, they have been freed of Operating responsi- 
bility and administrative details so that they can devote their 
time to loiig-raiige planning, appraisal of current performance, 
bringing divisional objectives and plans into a working pattern 
with over-all Company needs, ani making sure of the needed con- 
tinuity of competent managerial and other personnel in the de- 
centralized busines ses . 37 



Essential Features 

It is desirable to amplify how this philosophy hinges closely on the 
concept that the "manager, ” and especially the chief executive, must 
deliberately free himself of detail and devote more of his time to planning 



^ ^Ibid ., p. 66. 
^’ ^Ibid ., pp. 67-68. 
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and organizing, as distinct from operations. Mr. Cordiner vl&ualizes manage- 
ment itself as a distinct kind of vork. Under his philosophy a manager is 
oxie vho is skilled in carrying responsibility for the operatisag results of 
others, and who has authority coexteiisive with that respoxisibility. 

The manager maizes pi'ogress throiigh his ability to supply leadership 
to others rather than by some personal technical contribution. He is essen- 
tially a long-range planner, an ozgaaizer and a teacher, rather than a "doer.” 
The task of such a manager is replete with pi-oblems of human relations as 
distinct frran that of the specialist wiio is an ezzpert in some technical field. 

General Electric has solved the practical problem of building a large 
organization without destroying the ouality and strength of well- integrated 
work xmits. Hie method followed in is5)lementing this policy was throu^ de- 
centralization of product decisions; however, loixg- range planning and control 
are centralized. Hiis concept reconciles the con^any's need for coordinated 
action with the legitimate asperations of individuals. 

In discussing the concept of centralized planning and control, 

Eaymond Vlllers has introduced these features; 



Management must llaictionalize planning and control, 
centralizing it in a separate department. 

Management mst make a precise determination of the 
lines of authority and responsibility. 

Management must define clearly the methods by which 
the vaurious division and department heads can partici- 
pate in planning. 

Management must develop methods of control -^daich are 
adapted to the needs of coordinated action in a decen- 
tralized organization. 38 



A successful plan of decentralization, therefore, necessarily involves 
many and varied methods of coordinating functions to insure adequate and 
smooldi operations. First, the duties of everyone from top to bottom must be 
well defined. Second, the respective degrees of authority mst be clearly 



^^ite^/mond Vlllers, "Control and Freedom in a Decentralized Company," 
Har'/ard Business Review, March-April 195^> Vol. 32, Mb. 2, p. 90. 
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distinguished, vinderstood and fOUoved. Biird, efficient cliannels of contact 
between personnel inust be established, and fonrth, the raechanics of organizar 
tioa — coordination and control of operations — cust be clearly understood. 
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CHAPTER IV 



THE COMCLUSION 



Talk and, Practice 

A particularly revealing study directed by Helen Baker, associate 
director of Princeton’s Industidal Rslations Section, was completed in 195^* 
Ibis study of centralization and decentralization of industrial relations in 
thirty- five companies showed that top-iaanaganent since 19^7 has developed a 
philosophical bias toward decentralization but that the tendency is to talk 
decentralization ^rtiile practicing centralization. Baker expresses the dis- 
crepancqr between attitudes and practice as follows: 



A variety of reasons is Involved in tlie discx’epancy between 
philosophical piaference and current practice. Decentralization 
is sometimes seen as a goal i-ather tliau as a description of pi'es- 
ent procedure. Even with Hiq most sincere effort to implement 
philosophy, practice inevitably lags far behind. Differences in 
the definition of decentralization tend to confuse objectives. 

For exaaple, the state of person-to-person relationships, rather 
than the extent to which authority for decision making is dele- 
gated, may be taken as a nbeasure of decentralization. Ihe con- 
flicting goals of decentralization and of xmifomaly sound indus- 
trial relations in all plants make it difficult for a company to 
effectuate even the most sincere belief in the value of more ex- 
tensive delegation of responsibility for industrial relations 
decisions. And last, decentralization is to some extent a fad, 
to some extent accepted as a panacea for the problems that have 
Increased with an increase in the size and conplexity of indus- 
trial organizations. 39 



The prime reason for the discrepancy between the philosophy and prac- 
tice of management is to be found in the knotty pax)blem of delegation. In 



^^Baker, op. cit ., pp. 195**9<5. 
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CSiapter I we concluded that while authority may 136 divided many ways respon- 
sibility can he only partially delegated. An executive may delegate respon- 
sibility for doing a job but he still retains responsibility for seeing that 
the job is done. Bierefore, it is apparent that no executive can afford to 
delegate authority witiout designing a system of control to safeguard 
responsibility . 

Decentralization is acceptable only if the risk entailed by failure 
is not of excessive magnitude. It is essential that control be exercised at 
such intervals as is necesseiry to prevent damage in the case of failure. 
Despite all the talk and written material concerning decentralization, it 
appears that in most companies the chief executive continues to make most of 
the major decisions, either directly or throxigh a formal framework of rules, 
checks and balances, informal instructions, and through indoctrination of sub- 
ordinate personnel to act as the boss would act. 

One objective of decentralization is relieving the superior executive 
of the burden of decisions, other than those dealing with serious emergencies 
or imusual situations. Sie presxaaption is that in the absence of his super- 
ior the subordinate can be trusted to make a decision that will be satisfac- 
tory. Ihls entails more than the subordinate’s intelligence, general back- 
ground, and experience in the work that is being decentralized. It inquires 
some assurance that an understanding of conpany and divisional objectives, 
policies, and procedures has been thoroughly Inculcated in his mind. Baker 
reports the Indoctrination process of one company as follows: 

. . . the average experience at headquarters is eight or 
ten years before a man is sent out as a plant personnel manager. 

In this period the central staff can be sure that the man is 
fully indoctrinated with the cospany's policy on labor illations 
and that he is the typ® person who will follow these policies. 

A similar practice is followed in choosing managers and even top 
level ^pervisors for outlying plants from among men in the home 

ho 

^Ibld ., p. 79. 
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Objections to Decentralization 

Decentralization has ccnae to be rather widely accepted as an ideal 
fom of organization, ard in the past decade or so many companies have either 
put such a form of organization into effect or have at least developed it on 
paper. But the trend toward extensive decentralization is not accepted with- 
out objections, and in any particular case the degree of decentralization will 
vary greatly with the conipany concerned. Among the reasons for the resistance 
to decentralization the following may be mentioned: 

tradition . The Ford ^^otor Company grew up under one-man direc- 
tion and is an almost perfect example of centralization. Mr. Ford built up 
the business from scratch and was familiar with its many aspects. His per- 
sonal endorsement was required on all major decisions, and even for minor 
ones. As is well-known, this extreme centralization almost paralyzed the 
whole organization during the last years of his life. 

2. Cost . Delegation of decision-making nay be expensive. !3ie 
degree of decentralization that is economical and effective tends to vary 
directly with the availability of trained subordinates. Under decentraliza- 
tion it is common to find efforts duplicated; for example, in addition to a 
centralized department at headquarters, part-time or full-time departments 
may be set up in the plants. The talent of personnel at either level may not 
be fully utilized. Autonomous division managers may be so intent on local 
profits and loss statements — by which they are judged — ^that they do not worry 
about national markets. ^SDreover, there may be friction and jealousy on the 
part of division managers with prima donna cocplexes. 

3 . Power . Power is the backbone of executive authority and delega- 
tion seems to imply a loss of power and control. The utilization of a lai^e 
subordinate staff is likely to diffuse power, since the chief executive is 
rarely able to control fully the actions of his subordinates who may 
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therefore exercise a certain anount of independent rather than dependent 
power. 

4. Prestige . In the hi^er I’ahhs the process of delegation is 
confounded hy such factors as competition among executives for status and 
authority. Executives like to apply decentralization to their own freedom 
hut are not prone to extend it to men xujder then. 



BIBLIOGEAPHY 



Books 

Alford, L. P., and Beatty, H. R. Principles of Industrial Majaageiaent . Bev. 
ed. Ifew York; Dae Ronald Press Co., 1951* 

Baker, Helen, and France, Itobert R. Centralization and Decentralization in 
jp^strial Relatlo^ * Princeton, H. J. : Industrial Relatioixs Section, 

ferinceion tlniversi-ty, 195^* 

Barnard, Chester I. Qlie Functions of the Executive . Cambridge, Mass.; 

Harvard University Press, 1951 • 

Brown, Alvin. Organization - A Pongulation of Principle . Herf York; Hllibert 
Printii^g Conpany, 19^5* 

Cordiner, Ralph J. Hew Frontiers for Professional Managers . Ne\f York: 
McGraw-HlLl Book Co . , Inc. , 195^ » 

Dale, Ernest. Plaimlng and Developing the Company Organization Structure . 

Hew York; Aiaericaa Management i^sociation, 1952. 

Duhin, HoBert. Btoaan Relations in Administration — *Hie Sociology of Organiza* 
tion . New York; Prentice-Hall, Inc., 1951» 

Qaoet, Bois, and Jueck, John E. Catalogues and Ootinters — A History of Sears, 
Raetuck and Company . Chicago: University of Chicago Press, 1950. 

Payol, Henri. Industrial and General Administration . Hew York; Pitnan 
Publishing Corp., 19^9* 

Given, William B., Jr. Reaching Out in Managenent . Hew York: Harper & Bros., 

Publishers, 1953* 

Hodges, Henry G. Managenent . Boston; Hou{^ton Mifflin Co., 19 ^ 6 , 

Holden, Paul E., Pish, Lounsbury S., and Smith, Hubert T. Itop-^ku^ageDant 
Organization and Ctontrol. New York: McGraw-Hill Book cb., IncT, 1951 • 

Koontz, Harold, and O'Donnell, Cyril. Principles of Management . Hew York; 
McGraw-Hill Book Cto., Inc., 1955* 

Maurer, Henymon. Great Enterprise — Growth and Behavior of the Big Corpora- 
tion . New York; Ihe Macmillen Co., 1955* 



37 



-. ■ > X ► . 



. * 1 ^ 



U‘4 ^ 

: & ’ 



c 



*,Lj- w 
^ f 0 A * 



. * j *.^ 









v.i » w» — - J 



/ f--:i ^ *0 /’ 

• v/ ’i. ^iiC -.5 *. V. vi 

. /iw - »T^f 



• r7i .ii'.,;j ■ j»" 



ittt?' '^‘I ...r •- .-T* .yif*] 



■* * -W 



I# 



. J 



'. - .< * J V • '. '3[t .f iTi\ ^ :vi u% 



c: ..j • L--i ’ 'ii ■ ' ..-^'yj-.'. • -V "-•- — 'm’'_ ■ ■ ' •'*’ '' 

• «V- .,•■>* ^ ~ 



^t- tg ..» • rto’,. ~ ; ■;! <5 ' .• 

» ^ 1* V !»,*•* •* — -*- — i * * i. — ^ O ft 



« _ 



. D - .1 .;• 









V. 

'q! L , I . ‘ CP- ^ *5. t jy 



0 



tl*. ^»c‘ '<» 

^ • t- 

. • iJl% 



3CX 



ri 






. » . . "d- 



« iS'^ f I»-.I .*o‘.r;- » 






'.-I.- 



^ - S 0ifcJJL> 

- > • . .f. *"1:^ ♦ , ^ ■ f*- 



• • • , . ' , V. ' „ ♦ ^ . . ♦ /I 

. uift- . *7<spo I r -^ - - . 

♦j, 3t^ t %g -O. V- t 



i- ^ 1 * 

,.-v»^.. gF^ 3r } ' 

; ‘ o ^ , V J - 



• • s^jC . .-a^ * 



r.n • « 



I 






V f •'♦ •^•r 'all ,•.’» > 



38 



Mooney, James D. !Bie Principles of Organization . Ifcw York: Harper & 

Brothers, Publishers, 19^?. 

UewEiaa, William fl. Aaninistratlve Action * New York and London; Prentice- 
Hall, Inc., 1951* 

Owens, Richard H. Business ^fenagement aaad Public Policy . Homewood, HI.; 
Richard D. Irwin, 3iic., i958» 

. Introduct^n to Business Policy . Homewood, HI.; Richard D. 

Irwin, Inc., 195^* 

Unrick, L. Ohe Elements of Administration . New York; Harper & Brothers, 
Publishers, 19^3» 

Villers, Rayiaond. The Bynamlcs of Industrial Management . New York; Funk & 
Wagnalls Company, 195^' • 



Articles and Periodicals 

Chamberlain, John. "Economic Business," Wall Street Journal, January 7> 

1957. 

Simon, Herbert A. "Organizing for Controllership; Centralization and 
Decentralization," ihe Controller, XXIII, No. 1, (January 1955)* 

Suojonen, Weiino W. "Substantive Decentralization in the Large Corporation," 
Advanced Management , XXI, No. 9 (September, 1956). 

Villers, Iteymond. "Control and Freedom in a Decentralized Conpaiy," Harvard 
Business Review, Vol. 32, No. 2 (March-April, 195^)# 90. 






II « 









) I' 

i I 



I 

I 



